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The allowable base year costs are adjusted for inflation. Inflation is .calculated annually 
using projected inflation indices developed based on data available in May prior to the 
facility’s fiscal year beginning. 

Substantial amounts of different economic and inflationary data sources are utilized to 
arrive at themostaccurateAlaskainflationary factor possible. Nationalinflation 
projections and economic trends suchas those published by Data Resources, Incorporated 
and ACCRA (cost of living index) are utilized. Regional inflationary data thatthe 
Department has available is givenconsideration during the evaluation of inflation rates to 
be set. In addition to the published economic and inflationary reports considered in the 
analysis, the Department also considers recommendations of the Medicaid Rate Advisory 
Commission in the development of the inflation factors. Inflation is projected on a 
compound rate over a three year period of time. Inflation forecasts are developed based 
on anticipated changes in inflation usinga HCFA type market basket. 

The calculation of the inflation factors applied to the long term care services is as 
follows: . 1999 2.2% 

2000 2.7% 
200 1 2.6% 

Three year Total 7.7% 

Compounding of inflation factors create a situation where the total is greater than the sum 
of three years inflation factors. The adjustmentthen allows the inflation factors to be 
used independently. This results in allowable increases of costs attributed to inflation 
between 1999 and 2001 of 7.7%. 

IV. Determination of PAYMENT Rates: 

The prospective payment rate for long term care facilities is a single per diem rate with 
identified base capital and capital for acquisitions which are placed in service after the 
beginning of the base year and before the end of the rate year and for which an approved 
CON hasbeen obtained, routine and ancillary components. Ancillary costs include 
physician ordered patient specific billable services such as medical supplies charged to 
patients, respiratory therapy,physicaland occupational therapy.Allowable costs are 
necessary and ordinary operating expenses including capital and insurance costs. 

The baseyear operating expenses less baseyear capital are inflated by the indices 
described in Section m. Principalpaymentson debt are not included in capital costs. 
Base yearcapital is tested for reasonableness by comparing projected changes in capital 
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